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Banking  Reform  and  the  Farmer 


The  subject  of  Banking  Eeform  might  readily  be  regarded  as 
one  of  little  or  no  interest  to  farmers,  but  whether  interesting  or 
not  it  nevertheless  is  a subject  of  the  utmost  importance  to  them, 
as  well  as  to  every  business  man  in  the  country.  The  farmer  of 
to-day  is  in  everv  sense  a business  man.  His  prospcrit}  and  his 
progiTss  are  interlocked  with  every  form  of  industry,  and  the  orderly 
continuity  and  development  of  sound  business  enterprise  in  every 
section  of  the  country  has  a direct  bearing  upon  the  life  and  welfare 
of  each  individual,  whether  he  spend  that  life  on  a farm  or  in  the 
city.  The  farmers  of  the  Tnited  States  are  rapidly  approaching 
if  they  are  not  already  in  a new  period  in  the  history  of  agricultural 
development,  during  which  methods  of  production  must  be  altered, 
the  principles  of  business  efficiency  established,  and  broader  ciedit 
relations  developed  with  the  capitalist  and  the  banker.  The  modern 
farmer  is  not  merely  a producer  of  crops,  but  also  through  the 
great  development  of  labor-saving  machinery  he  has  in  a sense 
become  a manufacturer;  through  the  necessity  of  marketing  his 
enlarged  production  he  has  become  a merchant,  and  with  the 
enormous  profits  of  recent  years  he  has  in  many  sections  become  a 
capitalist,  and  thus  more  interested  than  ever  before  in  sound  bank- 

ing. 

Looking  back  over  a period  of  years,  however,  every  “ man  of 
affairs,”  no  matter  what  his  environment,  well  knows  that  prosperity 
in  this  country  has  not  been  uniform,  though  but  few  have  realized 
that  the  chief  cause  underlying  the  panics  which  have  characterized 
the  past,  as  in  1884,  1893  and  1907.  has  been  a bad  banking  system. 

In  the  '‘Forum”  for  December,  1895,  Pierre  Leroy  Beaulieu, 
the  celebrated  French  economist,  wrote  as  follows; 

“There  is  much  surprise  in  France  and  throughout  the 
continent  of  Europe  that  a nation  so  great,  so  rapidly  grow- 
in<^  so  richly  endowed  in  cliaracter  and  in  material  resources 
as  is  the  American  people,  should  allow  its  development  to 
1)0  retarded  hy  frerjuent  and  severe  crises,  and  that  it  should 
either  he  unable  to  discern  their  causes  or  lack  decision  to 
remove  them  from  its  path/’ 
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It  may  now  be  said  with  confidence  that  the  American  people 
are  at  last  able  to  discern  the  causes  of  the  financial  difficulty,  but 
t remains  to  be  seen  whether  the  farmers  of  the  country,  in  co- 
I iperation  with  its  merchants,  manufacturers  and  bankers,  will  have 

■ he  decision  to  remove  these  causes.  Financial  difficulties  under 
nur  present  banking  system  have  a bearing  upon  the  individual  to 

■ he  extent  that  his  business  is  connected  with  the  vast  movements 
( if  banking  enterprise,  and  it  is  safe  to  assert  that  most  farmers  are 
directly  in  touch  with  the  financial  and  business  world  through  the 
medium  of  their  bank  deposits  and  the  prices  at  which  they  buy 
( ir  sell. 

This  Agricultural  and  Conservation  Congress  is  held  in  a sec- 
1 ion  of  the  country  which  has  witnessed  from  the  earliest  times 
ihe  simple  and  natural  development  of  banking  principles.  Grad- 
ually, as  the  great  state  was  settled  by  the  sturdy  pioneers  from 
the  east,  and  later,  directly  from  the  farming  districts  of  Europe, 
jiieces  of  silver  and  gold  superceded  primitive  barter.  Following 
1 he  schoolhouses  which  soon  dotted  the  country,  there  came  the 
I'anks,  and  with  education  and  civilization  came  confidence  and 
stability,  with  their  attendant  form  of  credit,  the  bank  note.  But 
gold,  and  even  the  bank  note,  soon  became  burdensome  and  bulky 
udth  the  increasing  growth  and  expansion  of  l)usiness,  and  they 
u'ere  in  large  measure  replaced  by  the  check  and  the  draft,  based 
1 pon  the  transfer  of  actual  commodities,  yet  expressive  of  the  con- 
1 dence  between  man  and  man. 

Unfortunately  in  the  evolution  of  banking  the  confidence  in  the 
( eposit  has  been  too  frequently  shattered.  This  has  been  partly 
1 he  fault  of  our  banking  system  and  partly  that  of  bank  depositors. 
' 'here  are  periods  of  excitement  and  panic  in  business  life  when  men 
want  to  see  and  feel  the  actual  money.  This,  in  a measure,  is  the 
] eason  the  law  decrees  that  each  bank  shall  keep  a certain  propor- 
lion  of  its  deposits  in  actual  money  (Beserves),  while  the  remainder 
1 lay  be  based  upon  notes  and  securities  which  represent  actual  value 
f nd  are  payable  either  upon  demand  or  at  maturity.  It  is  evident 
t ben,  that  no  bank  can  pay  all  its  depositors  in  actual  money  at  any 
me  time,  and  it  is  foolish  for  all  depositors  to  expect  payment 
simultaneously.  Xevertheless,  runs  on  banks  do  occur  in  times  of 
s tress.  The  main  reason  for  this  under  our  present  banking  system 
i ? that  when  everybody  wants  help  there  is  no  organization  from 
iffiich  they  can  get  it.  The  distinguished  French  economist  to 
idiom  I have  referred  had  in  mind,  in  speaking  of  the  cause  of 
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crises  ” our  lack  of  centralization.  There  should,  therefore,  be 
developed  in  this  country  some  central  banking  organization  which 
would  be  in  a position  at  all  times  to  aid  institutions  in  need  of 
funds  to  meet  such  occasional  and  unusual  demands.  To  the 
farmer,  and  to  every  other  business  man  in  the  country,  banking 
reform  means  that  there  shall  be  no  question  as  to  his  ability  to  get 
the  full  amount  of  his  deposit  at  any  time.  It  also  means  that  in 
times  of  unusual  pressure,  when  crops  are  large  and  additional 
credit  and  currrency  are  needed  to  “ move  ” them,  when  vast  sums 
must  be  paid  out  in  wages,  and  for  supplies,  such  additional  credit 
and  currency  shall  be  available  and  at  reasonable  rates. 

Banking  in  the  United  States  to-day  may  be  said  to  be  “ dis- 
jointed.” Uniformity  is  lacking  as  much  among  banks  operating 
under  the  various  State  laws  as  among  those  existing  by  virtue  of 
the  National  Bank  Act.  One  of  the  chief  difficulties  of  our  banking 
system  is  the  tendency  to  “ lock  U]i  ” dejiositors''  money  in  forms 
that  will  not  ])ermit  of  its  return  when  they  demand  it.  You  well 
know  that  if  your  own  Bank  invested  all  the  depositors’  funds  in 
farm  mortgages  it  woidd  not  be  able  to  })ay  a single  penny  of  such 
deposits  on  demand — that  it  would  consequently  be  compelled  to 
suspend  payment  and  would  virtually  fail.  If  investments  were 
’ made  entirely  in  stocks  and  bonds,  particiilarly  those  which 

could  not  readily  be  sold,  there  still  would  be  no  money  for 
payment  to  depositors : yet.  under  our  present  financial  system, 
many  of  the  country  banks  send  their  surplus  funds  to  such  cities 
as  Yew  York,  Chicago,  St.  Louis  and  San  Francisco,  where  they 
are  in  turn  loaned  on  stocks  and  bonds.  YTien  during  the  harvest 
time  the  rural  banks  require  the  return  of  these  funds  to  supply  the 
farmers  and  merchants  vdth  money,  it  frequently  happens  that  the 
city  institutions  are  obliged  to  peremptorily  call  in  their  loans,  to 
the  great  embarrassment  and  loss  of  the  holders  of  these  securities 
and  with  its  corresponding  effect  on  all  business  enterprise. 

Up  to  the  present  time  this  country  has  developed  but  one  money 
market,  the  one  where  men  and  banks  borrow  and  loan  on  stocks 
and  bonds,  and  there  is  no  free  money  market  where  banks  can  sell 
their  commercial  paper  in  order  to  make  new  advances  to  their 
depositors  when  they  are  needed.  In  other  words,  oiar  banks  have 
' no  systematic  method  of  expanding  and  contracting  their  credit 

' and  currency  to  meet  the  varying  needs  of  business.  Banking 

J reform,  then,  means  the  establishment  of  such  a market  through 

i the  development  of  a central  hanking  organization  which  will  at  all 

i 
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lines  stand  behind  the  banking  world,  and  through  it  safeguard 
he  interests  of  the  merchants  and  farmers  of  the  United  States. 
)uring  the  past  twenty-five  years  of  discussion  on  this  subject, 
t has  been  the  common  and  ignorant  habit  of  individuals  to  cry 
Hit  against  any  plan  involving  “ centralization.”  But  you  farmers 
uust  know  from  your  own  experience  that  the  best  results  are 
ittained  only  by  co-operation  with  a central  control.  You  have 
t in  your  agricultural  associations.  You  have  it  in  your  co-opera- 
.ive  creameries  and  store-houses.  When  the  rural  delivery  postman 
laily  stops  at  your  door,  or  places  a letter  in  the  nearest  cross-road 
etterbox,  he  is  the  product  of  a co-operative  system  made  effective 
mly  by  centralization  at  Washington.  The  very  basis  upon  which 
rou  receive  your  mail  is  the  “ currency  ” of  communication — ^the 
lostage  stamp.  The  stamp  is  purchased,  used  and  canceled,  and 
t is  needless  to  say  that  it  efficiently  performs  its  work.  So,  in  a 
;omewhat  similar  fashion,  you  need  a “ currency  ” of  exchange  that 
vill  bring  your  crops  into  communication  with  other  centers  and 
vhich,  after  performing  its  function,  may  likewise  be  canceled. 
\ny  co-operative  system  for  the  benefit  of  all  the  people  needs  a 
vise  central  governing  power.  We  suffer  at  the  present  time  more 
Tom  the  extreme  of  “ decentralization  ” than  from  “ centraliza- 
ion.” 

Plutarch  tells  us  that  the  wealthy  Crassus  organized  a regular 
ire  brigade  from  among  his  slaves  and  established  watch  stations 
n every  part  of  Eome.  As  soon  as  a fire  broke  out  the  firemen 
vere  notified  and  turned  out,  but  accompanied  by  a representative 
)f  Crassus,  who  made  a deal  with  the  owners  of  the  burning  and 
leighboring  buildings,  before  he  would  save  the  property.  As  a 
•esult  of  this  system  or  lack  of  system  Crassus  finally  became  one 
)f  the  largest  landowners  of  Rome.  Yow,  in  view  of  the  efficiency 
)f  the  fire  .service  in  our  great  cities,  this  seems  an  absurdity. 
Fo-day  the  Fire  Department  is  free  to  everybody,  but  we  know 
;hat  this  is  only  possible  through  a strongly  centralized  manage- 
nent.  Crassus  had  the  men  and  he  had  the  money  and,  in  his 
;ime,  he  probably  was  not  criticized  for  rendering  service  which 
vas  entirely  selfish.  He  probably  thought  himself  a great  philan- 
:hropist  for  even  organizing  a fire  brigade.  So  in  a similar  fashion, 
ve  can  hardly  criticize  the  men  of  wealth  who,  in  our  financial  diffi- 
julties  “ save  the  situation,”  although  frequently  at  much  personal 
jrofit.  But  we  can  certainly  criticize  most  severely  the  system 
vhich  makes  such  “ saving  ” necessary.  In  the  optimism  of  pros- 
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jjerous  periods  it  is  easy  to  turn  a deaf  ear  to  the  suggestions  of 
past  experience  and  even  to  ignore  the  statistical  facts  of  present 
i conditions.  In  this  respect  our  attitude  is  somewhat  oriental.  A 

French  statistician  recently  wrote  to  the  Governor  of  the  City  of 
Aleppo,  in  Asia  Minor,  requesting  statistics  in  relation  to  the 
imports  and  exports,  the  water  supply  and  the  birth  and  death  rate 
of  his  city.  With  the  calm  philosophy  which  characterizes  the 
oriental  mind,  the  Governor  replied; 

‘‘Oh,  Son  of  the  West,  why  ask  such  foolish  questions? 
Who  knows  the  number  of  camels  that  come  in  and  go  out 
of  the  gates  of  Aleppo  ? 

“ And  as  for  the  Water  Supply,  who  in  x\leppo  has  ever 
died  of  thirst? 

“ And  of  births,  who  can  regulate  them  ? 

“ And  of  death,  only  Allah  and  his  angels  can  tell.” 

Oh,  Sons  of  the  American  West  in  this  Convention  assembled, 
am  I not  right  in  assuming  that  you  at  least  are  not  of  the  oriental 
type  of  mind  and  that  you  will  see  the  significance  of  a few 
statistics  ? 

Since  1890  there  have  been  four  financial  crises  in  this 
’ coimtry,  or  an  average  of  one  for  about  every  five  and  one- 

half  years. 

Following  the  last  panic,  the  liabilities  of  failed  business 
houses  in  1908  amounted  to  $222,000,000,  and  security 
values  depreciated  about  $2,000,000,000. 

Under  our  present  banking  system,  there  is  now  locked 
up  in  the  treasury  of  the  United  States  a sum  of  over 
$50,000,000  which  is  not  available  for  business  except  at 
the  pleasure  of  the  Secretary  of  the  Treasury, 
t In  Germany,  under  central  banking,  the  discount  rate 

J rose  to  but  7 per  cent,  under  war-scare  conditions  in  the  fall 

] of  1911.  In  New  York,  in  1907,  the  rate  for  call  loans. 

I which  is  our  only  open  money  market,  was  as  high  as  125 

per  cent.,  and  averaged  20^  per  cent,  for  the  month  of 
October,  while  during  the  same  period  the  rates  of  the  Bank 
of  France,  the  Bank  of  England  and  the  Bank  of  Germany 
were  advanced  to  but  4 per  cent.,  7 per  cent,  and  7|^  per 
cent.,  respectively. 

Now  why  is  it  that  there  should  be  this  great  difference  in 
money  conditions  1)etween  Eiirope  and  the  United  States?  The 
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answer  is  simple,  Europe  has  developed  the  principle  of  central 
banking  for  the  benefit  of  all  in  times  of  difiiculty,  or  rather,  in 
prevention  of  difficulty,  while  our  country  totally  lacks  such  means. 
In  the  United  States  decentralization  has  grown  to  such  an  extreme 
that  during  the  last  crisis,  the  $2,000,000,000  of  gold  in  the  banks 
and  in  the  hands  of  the  people  were  absolutely  inefficient  as  a 
basis  for  the  extension  of  credit  and  of  no  service  to  those  in 
financial  trouble  or  for  the  purposes  of  ordinary  business.  A few 
figures  of  the  German  experience  are  significant:  On  September 

23,  1911,  the  outstanding  notes  of  the  German  Eeichsbank  amounted 
to  $399,000,000.  During  the  period  of  international  excitement 
the  bank  was  compelled  to  increase  its  circulating  notes,  so  that  on 
September  30th  they  reached  a maximum  of  $316,000,000.  Yet,  a 
period  of  but  thirty  days  had  elapsed  before  they  had  been  auto- 
matically reduced  to  $429,000,000. 

In  the  crisis  of  1907  the  circulation  of  the  national  banks  of  the 
United  States,  based  upon  government  bonds,  could  not  respond 
to  the  requirements  of  trade  and  there  was  no  central  organization 
to  even  efficiently  use  the  enormous  gold  reserves  of  the  country. 

]^Iany  States  in  the  Union,  as  well  as  the  Government,  have  been 
stimulating  better  methods  in  the  farming  districts  by  suggesting 
the  rotation  of  crops,  the  raising  of  live  stock  and  the  use  of 
modern  agricultural  machinery.  This  movement  will  need  large 
amounts  of  capital  in  the  years  to  come,  and  for  that  reason,  much 
has  been  said  during  the  past  year  concerning  the  development  of 
agricultural  credit.  If  we  are  to  be  guided  by  the  experience  of 
European  countries  in  this  connection,  this  form  of  credit,  mortgage 
and  personal,  must  he  developed  in  a measure  through  the  prin- 
ciple of  co-operation. 

But  any  efficient  plan  for  the  establishment  of  mortgage  banks 
or  co-operative  credit  associations  primarily  needs  the  support  of  a 
well  managed,  central  banking  organization  through  the  simul- 
taneous development  of  a money  market  for  the  new  type  of 
securities  or  credit. 

Agricultural  credits  of  a strictly  business  nature  that  will  be 
promptly  paid  should  be  acceptable  for  re-discount.  Such  a prin- 
ciple developed  through  central  banking  would  be  a very  definite 
benefit  to  the  farming  interests  of  the  country.  It  has  not  been  until 
recently  that  proper  attention  has  been  paid  to  credit  even  by  the 
bankers  of  Europe,  as  an  instrument  for  agricultural  development. 
It  was  only  in  1900  that  the  Bank  of  Belgium  amended  its  by-laws 
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so  that  the  interpretation  of  the  phrase  “ operations  of  commerce, 
as  a basis  for  credit,  would  be  construed  to  include  ‘‘  purchases  and 
sales  made  by  farmers  and  to  them  of  cattle,  agricultural  imple- 
ments, fertilizer,  seed,  crops  and  generally  merchandise  and  supplies 

relative  to  the  exercise  of  their  industry.” 

The  Swiss  Xational  Bank,  upon  petition  of  the  Baiirbund. 

recently  incorporated  in  its  by-laws  the  provision  that  “ bills  aris- 
ing out  of  agricultural  business  conditions,  if  based  upon  a genuine 
business  operation,  shall  be  placed  upon  an  equal  footing  with  other 

bills.” 

As  farming  in  the  United  States  is  now  conducted  upon  a large 
scale  and  is,  as  I have  said,  a business  enterprise,  with  the  invest- 
ment of  tremendous  amounts  of  capital  and  under  more  or  less 
scientific  management,  proper  extension  of  credit  is  entirely  justi- 
fied and  should  and  must  have  the  support  of  any  central  banking 

organization  that  may  be  established. 

Properly  speaking,  agricultural  credit  may  be  divided  into  three 

classes  i 

First,  agricultural-commercial  credits,  that  are  acceptable  by 
banks  because  paid  at  maturity  and  which  represent  value  already 
created.  These  should  readily  be  rediscounted  in  a central  institu- 

tion.  .■  A 

Second,  that  class  of  paper  whose  payment  is  not  so  certain  and 

which  it  is  desired  to  give  the  quality  of  commercial  credit  through 

some  principle  of  co-operation  such  as  is  used  by  the  Mutual  Credit 

Associations  of  Europe. 

Third,  credits  that  are  based  upon  mortgages  and  available  for 
general  investment,  more  particularly  through  the  co-operative 

principle  of  bond  issues. 

The  first  class  mentioned,  agricoiltiiral-commercial  credits,  is 
now  generallv  available  at  the  banks  of  the  country  and  has  a 
standing  somewhat  approximating  that  of  commercial  credits.  It 
comprises  notes  given  for  produce  sold,  which  will  be  paid  at 
maturity  or  notes  based  upon  advances  for  produce  shipped,  sup- 
ported by  bills  of  lading  and  duly  accepted  by  the  consi.gnees.  All 
of  these  are  what  the  bankers  call  “ two-name  ” paper.  Of  not 
quite  as  good  standing  with  the  bankers  are  notes  based  upon 
advances  in  anticipation  of  sale,  secured  by  warehouse  receipts,  or 
upon  personal  credit  where  the  farmer  is  responsible  and  Avhere 
the  banking  experience  of  the  past  has  been  that  his  notes  have  been 
paid  at  maturity.  Yet  a less  desirable  type  of  note,  from  a strictlv 
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1:  anking  standpoint,  are  those  given  in  payment  for  equipment,  and 

although  representing  increased  capital  to  the  farmer,  are  usually  | 

lased  upon  longer  payments  and  not  usually  discounted  as  com- 

iiercial  paper  until  they  reach  a period  within  four  months  of 

1 laturity.  These  bear  two  names,  however,  that  of  the  farmer  and 

Ibat  of  the  merchant,  and  are  generally  accej)table  to  bankers. 

i fotes  given  in  payment  for  seed  and  fertilizer  may  be  regarded  as 

i Q this  same  class,  as  they  also  bear  two  names,  although  they  rep- 

] esent  merely  contingent  capital. 

In  the  descending  scale  of  desirability  of  agricultural  credit 
next  comes  the  second  class,  the  type  of  notes  which,  in  European 
<xperience,  has  to  be  supported  by  the  co-operative  principle.*  In 
iuch  case  the  credit  associations  give  them  the  quality  of  the 
‘ jointly  and  severally”  principle,  and  not  only  the  individual 
i armer,  but  the  association  itself  becomes  responsible.  Such  notes 
i re  usually  given  in  anticipation  of  harvests,  for  wages  and  supplies, 
nr  represent  advances  for  farm  improvement  running  from  one  to 
i,  few  years.  In  cases  of  extreme  need  advances  are  occasionally 
nade  to  bridge  over  one  or  more  seasons  when  there  has  been  a 
; ailure  of  the  crops. 

The  co-operative  associations  have  thus  attempted  to  give  agri- 
nultural  credit  a commercial  standing,  but  the  growth  of  this  prin- 
. dple  has  been  slow,  so  that  the  mutual  use  of  surplus  funds  has  been 
he  main  support  of  their  business.  Credits  of  such  associations 
ivailable  at  banks  for  discount  or  rediscount  necessarily  depend 
ipon  a long  history  of  experience.  If  a co-operative  association  has 
succeeded  in  developing  a sufficient  surplus  or  lias  maturing  loans 
sufficient  to  meet  all  maturing  obligations,  and  such  experience  has 
3een  constant,  then  such  notes  may  safely  be  taken  by  the  banks, 
flredit  associations,  as  we  now  well  know,  have  been  successfully 
developed  in  most  European  countries,  notably  in  Germany  and 
France,  as  well  as  in  the  Dominion  of  Canada.  Massachusetts  has 
ilso  recently  passed  laws  providing  for  what  are  called  “ Credit 
IJnions,”  but  there  has  yet  been  hardly  .sufficient  experience  in  that 
state  to  determine  their  value.  In  France  the  development  has  been  * 

on  such  conservative  lines,  and  particularly  with  the  added  help  of 
governmental  support,  that  the  Bank  of  France  will  rediscount  the 
notes  of  rural  credit  associations  iip  to  a certain  limit. 

The  third  class  of  credits  is  that  developed  by  co-operative 
associations  involving  the  principle  of  capital  investment.  The 


A deBcription  of  co-operative  credit  associations  is  given  in  the  appendix. 


I 


y 


uiost  of  that  nature  are  the  Landschaften  of  Gennauy 

and  the  Credit  Foncier  of  France.  The  plan  is  a simple  one 
that  of  periodical  sales  of  bonds  supported  by  a series  of  mortgages, 
largely  running  for  long  periods  and  reduced  automatically  by  small 
partial  payments.  The  bonds  thus  issued  have  become  very  popular 
with  the  investing  classes  and  are  readily  sold  in  the  money  markets 

of  their  respective  countries.  tt  •+ 

From  the  standpoint  of  our  present  problem  m the  United 

States  the  farmer  needs  the  same  help  as  the  merchant  and  manu- 
facturer, in  that  his  credits,  of  a strictly  liquid  type,  may  be  freely 
taken  by  the  banks  of  the  country  and  he  may  have  the  added  credit 
and  currency  which  the  volume  of  his  business  and  his  responsibil- 
ity warrant.^  The  proper  expansion  and  contraction  of  the  credits 
for  all  this  business  necessarily  can  only  be  made  possible  hy  t e 
development  of  the  principle  of  central  reserves  and  the  uniform 
rate  of  discount.  From  the  mortgage  standpoint  present  help  comes 
from  the  occasional  investor  who  is  willing  to  take  a conservative 
mortgage,  as  well  as  from  the  mortgage  companies,  but  at  high 

rates  of  intere.st. 

It  has  been  proposed  that  the  national  banks  should  loan  a por- 
tion of  their  deposits  which  are  of  a savings  bank  nature  upon  rural 
mortgages,  but  the  suggestion  has  been  regarded  by  many  as  un- 
sound from  a banking  standpoint.  A development  of  the  co-opera- 
tive plan,  however,  would  make  such  practice  absolutely  unnecessary 
and  would  give  the  farmer  his  money  at  the  lowest  rate«.  Such  a 
plan  would  develop  an  absolutely  first-class  investment.  Through 
the  method  of  having  bond  issues  based  upon  single  mortgages,  all 
the  mortgages  would  virtually  be  security  for  each  individual  bond. 

Keserve  funds  would  provide  for  losses,  if  any. 

It  has  been  previously  emphasized  that  under  the  present  bank- 
ing laws  no  monev  market  has  been  developed  except  that  of  the 
stock  exchange.  The  sale  of  bonds  based  upon  mortgages  needs 
the  collateral  development  of  a discount  market  guided  and  sup- 
ported hy  a central  organization.  Prospective  purchasers  of  mort- 
gage bonds  could  at  any  time  sell  commercial  bills  for  the  money 
necessary  for  such  investment.  The  chief  desirability  of  mortgage 
bonds  in  the  European  markets  is  their  ready  salability.  Dnder 
existing  American  practice,  with  frequently  recurring  periods  of 
high  rates  and  scarcity  of  money,  such  bonds  would  be  a drug  in  the 
market.  This  is  not  the  case  in  foreign  practice  under  the  operation 
of  the  central  principle.  Imagine  trying  to  sell  in  New  York  City 
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a three  per  cent,  mortgage  bond  of  the  Credit  Foncier  type  at  par, 
under  present  conditions.  Prosperity  in  this  country  means  high 
m Dney  rates,  which  in  turn  kill  prosperity. 

The  fear  of  central  control,  under  law,  is  the  fear  of  the  ignorant 
111  ind.  It  is  distrust  of  American  manhood  and  of  the  management 
tlat  has  made  our  nation  great.  Money  needs  and  must  have 
d rection  and  guidance.  As  water,  under  control,  flows  through 
tl  e large  and  the  small  channels  to  keep  green  the  growing  crops 
o;  the  farm,  so  should  the  reserve  supply  of  money  be  ever  ready  to 
fl  )w  through  the  channels  of  currency  and  credit  to  promote  the 
p ‘osperity  and  develop  the  w'ealth  of  all  the  peojile. 
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CO-OPERATIVE  AGRICULTURAL  CREDIT* 

The  co-operative  credit  needed  by  farmers  is  of  three  different  kinds ; 

(1)  Credit  for  purchases  of  land. 

(2)  Credit  for  farm  improvements;  e.  g.,  irrigation,  drainage,  new 

machinery,  new  buildings,  etc. 

(3)  Credit  for  seasonal  purposes. 

In  the  first  instance  the  loan  is  usually  for  a long  period  of  time, 
usually  including  a plan  of  repayment  in  small  sums  by  many  single 
installments,  the  so-called  “ amortization  ” system.  This  is  not  a dis- 
advantage to  the  lender,  because  the  value  of  the  farm  does  not  diminish 
substantially,  at  least  not  in  the  long  run.  Borrowing  on  farm  propertj 
to  the  extent  of  two-thirds  to  three-fourths  of  its  value  is  usually  re- 
garded  as  absolutely  safe. 

In  the  second  case  the  farmer  needs  the  loan  for  a shorter  period. 
The  difference  from  the  first  lies  in  the  fact  that  the  improvements  do 
not  add  to  the  value  of  the  property  for  an  unlimited  period.  The 
element  of  deprecaation  and  renewal  must  be  considered.  For  this  reason 
the  loaner  or  loaning  society  must  see  that  appropriate  repayments  are 
made  on  the  original  loan.  The  farmer  is  able  to  reduce  the  mortgage 
quickly  because  the  returns  of  the  farm  are  increased  substantially  by 

such  improvements. 

In  tlie  third  case  the  farmer  may  need  a loan  for  a short  period  for 
various  causes,  either  for  purely  discount  purposes  or  owing  to  bad  crops 
or  to  the  existence  of  disease  among  his  live  stock.  Generally  the 
peri(Ki  of  such  a loan  for  the  latter  causes  is  limited  to  one,  two  or  three 
years  and  is  presumed  to  be  repaid  from  better  returns  in  more  favor- 
able years.  Therefore,  it  must  not  exceed  a certain  proportion  of  the 
possible  returns. 

The  credit  best  adapted  to  the  first  two  eases  ks  that  based  on  mort- 
gages, to  the  last  case  that  based  on  personal  guaranties.  In  the  w^ell- 
developed  European  systems  of  agricultural  credit  mortgage  banks  of  a 
particular  t.vpe  serve  the  first  purpose,  and  c-o-operative  credit  as.socia- 

tions  the  secH>nd. 


LAND  CREDIT  ASSOCIATIONS 

Mortgage  loans  by  individual  money  lenders  to  individual  farmers 
do  not  adequately  meet  the  requirements  of  long-time  agricultural  credit. 
There  is,  in  the  first  place,  a great  difficulty  in  bringing  together  the 

* Acknowledgment  is  made  for  statistics  and  data  regarding  foreign  agricultural  credits 
to  Prof.  Ludwig  Bendix  of  Hallgarten  & Co.,  formerly  of  the  University  of  Commerce, 

Berlin. 
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leudt  r and  the  borrower,  and  there  are  few  men  in  a position  to  give  such 
loam . They  must  have  large  funds  and  also  be  able  to  judge  the  value 
of  tb  s security  offered.  Furthermore,  the  lender  cannot  agree  to  tie  up 
his  f inds  indefinitely  or  even  for  a long  period  of  time.  The  farmer,  on 
the  i ther  hand,  would  undergo  a great  risk  in  such  short-time  borrow- 
ing. This  great  problem  of  “ mobilizing  the  soil  ” has  been  solved  in 
Euiv  [)e  by  the  formation  of  Co-operative  Credit  Associations.  These  in- 
stitu  dons  act  as  intermediaries  between  the  capitalists  and  the  borrower. 
The}  lend  the  money  to  the  farmer  against  a mortgage  on  his  property. 
The"  necessary  capital  is  obtained  by  issuing  bonds  based  on  all  these 
sing]  8 mortgages.  These  mortgage  bonds  are  sold  on  the  stock  exchange 
or  t(  capitalists  directly  through  the  help  of  commercial  banks.  These 
morl  gage  bonds  have  proved  a very  popular  form  of  investment,  as  they 
poss  !ss  a very  high  degree  of  safety.  The  properties  on  which  the  loans 
to  the  farmers  are  based  and  against  which  the  bonds  are  issued  have 
had  a very  careful  valuation  by  experts  of  the  mortgage  institutions. 
Fur  hermore.  the  owner  of  the  bonds  cannot  suffer  any  loss  unless  the 
mor  gage  institution  itself  goes  into  bankruptcy,  and  e\  eu  then  there  is 
the  >asic  security  of  the  mortgages.  In  fact,  these  mortgage  bonds  rank 
in  t;  le  market  close  to  the  government  bonds.  Thus,  the  owner  of  mort- 
gag«  bonds  has  not  tied  up  his  means,  as  he  can  sell  them  practieally 
at  V ill  on  the  stock  exchange.  Also,  by  this  system  very  large  sums  are 
mac  e available  for  mortgage  credits.  The  bonds  are  divided  into  such 
dem  iminations  that  even  people  with  small  means  can  buy  them. 

'’he  advantages  to  the  farmer  are  apparent.  He  obtains  the  loan  for 
a lo  ig  period  of  time.  The  institution  does  not  call  in  the  money,  except 
und  ^r  a few  conditions,  which  are  provided  for,  as  in  the  case  of  bank- 
rup  <*y  of  the  boiTower  or  devastation  of  the  soil.  Finally,  on  account 
of  t he  high  security  of  the  bonds  issued,  the  borrower  has  to  pay  a very 
low  interest  rate,  increased  by  a small  i>ereentage  (amortization)  for 
the  purpose  of  diminishing  the  principal.  The  European  farmer  has  to 
pay, interest  at  the  rate  of  3%  to  4%  per  cent.,  while  the  American 
farner  pays  at  the  rate  of  from  5 to  10  per  cent,  lender  the  foreign 
pla  1 the  farmer  may  repa.v  as  raindly  as  he  desires. 

THE  LANDSCHAFTEN  (LAND  SOCIETY) 

This  system  of  issuing  bonds  against  agricultural  mortgages  wa,s 
oi-ij  inally  promulgated  in  Prussia  by  Frederick  the  Great,  in  1768, 
thr  mgh  the  medium  of  co-oi)erative  associations,  the  so-called  “ Land- 
s<  h ifteu.”  These  Landschaften  have  proved  themselves  the  most  effi- 
oieiit  type  of  such  institutions  and  ali  the  others  are  more  or  less  pat- 
ter led  after  them. 

Oi  l aiiizatioH 

rhe  Landschaften  are  corporations  of  a semi-public  character.  They 
are  organized  by  the  landowners  of  a given  district  mostly  the  political 
un:  t— the  “ I’rovinz.”  The  government  not  only  supervises  them,  but 
fill  nishes  a number  of  the  officials.  The  governing  boards,  however,  are 
ele  ted  by  the  memliers  of  the  association  and  only  approved  by  the 
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government,  except  the  presiding  officer,  who  is  generally  a represento- 
tive  of  the  state.  The  highest  authority  of  each  association  is  the 
“ General-landtag,”  which  is  formed  by  delegates  of  the  members  of  each 
association,  and  has  the  right  to  decide  controversies  and  settle  griev- 
ances.  The  government  does  not,  at  the  present  time,  give  any  financ  a 
support.  The  different  boards  of  the  Landschaften  have  full  authority 
in  conducting  the  business  of  their  associations  as  long  as  they  comply 
with  the  legal  regulations. 

Basis  for  the  Credit 

Every  member  of  the  Landschaft  has  the  right  to  demand  a mortgage 
loan  on  his  property  up  to  the  extent  determined  by  the  by-laws  of  the 

association. 

The  mortgage  bonds  issued  by  the  Landschaft  are  based  on  mortgages 
against  the  property  of  the  members.  With  the  Landschaften  of  the 
old  type,  the  property  of  all  the  constitutent  members  is  pledged  for  tin 
bonds ; with  the  Landschaften  of  the  new  type,  only  that  property  on 
which  the  association  has  granted  loans.  Besides  this  security  the  Land- 
schaft itself  is  responsible  for  the  bonds.  The  old  Landschaften  are 
the  owners  of  considerable  property  acquired  by  them  at  the  time  of 
their  organization,  part  of  their  holdings  having  been  contributed  by  the 
Government.  The  new  Landschaften  have  formed  si>ecial  guaranty 
funds,  to  secure  the  prompt  payment  of  interest  and  of  maturing  prin- 
cipal. The  owners  of  bonds  cannot  demand  payment  of  the  principal  at 
their  pleasure.  The  bonds  are  redeemed  by  the  Landschaften  out  of  the 
moneys  received  for  the  redemption  of  the  loans  granted  to  the  land- 
owners  in  stipulated  amounts  yearly  or  half  yearly. 

Expenses  of  Administration 

The  old  Landschaften  pay  the  expenses  of  administration  from  the 
revenue  of  the  property  of  the  association.  The  new  Landschaften  do 
not  own  such  property.  The  borrowers,  therefore,  have  to  pay  a small 
contribution  to  cover  the  expense  of  administration.  The  borrowers 
have  also  to  contribute  to  guaranty  and  sinking  funds.  In  spite  of 
these  additional  costs,  the  landowner  obtains  loans  from  the  Landschaf- 
ten at  a cheaper  rate  than  from  other  institutions  for  providing  credit  on 

agricultural  property. 


Centralization 

With  the  idea  of  still  further  increasing  the  efficiency  of  the  Laud- 
schaften  system,  efforts  have  been  made  to  bring  about  some  kind  of 
centralization.  Several  of  the  different  Landschaften  have  been  united 
in  a Zentrallandsc'haft  (Central  Land  Society).  The  single  I.and- 
schaften  under  this  plan  are  not  to  issue  their  own  mortgage  bonds. 
Instead,  the  Zentrallandschaft  issues  uniform  bonds.  It  was  thought 
that  this  uniform  mortgage  bond  wouid  l>e  more  salable  than  the  old 
bonds,  and  that  it  would  become  a factor  on  the  international  stock 
exchanges  and  money  markets.  The  results  of  this  movement,  however, 
did  not  fulfill  the  expectations  of  its  promoters.  The  new  lionds  did  not 
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sh«>\v  ; iiy  marked  advantage  over  the  old  ones,  and  did  not  succeed  in 
beoom  ng  a factor  in  the  international  markets. 

Th.  ■ great  factors  of  safety  in  the  mortgage  bond  are : The  integrity 
of  the  directorate,  strict  obedience  to  the  by-laws  and  legal  provisions, 
the  experience  and  knowledge  of  the  assessing  experts  of  the  Land- 
schaft  m and  a centralized  management.  Since  the  German  officials  have 
illway  I proved  their  integrity  and  have  the  public  confidence,  the  quota- 
tions < n the  mortgage  bonds  show  hardly  any  difference  between  the  new 
and  tl  e old  Landschaften.  The  quotations  on  the  bonds  and  the  interest 
which  they  bear  are  determined  by  the  condition  of  the  money  market  at 
the  tine  tiiey  are  issued.  Inasmuch  as  the  business  of  thi^  Landschaften 
is  con  luctetl  entirely  for  the  benefit  of  their  members  without  profit  for 
the  a>  sociation  itself,  the  rate  of  interest  paid  by  the  borrowing  land- 
owner also  deiiends  on  the  condition  of  the  money  market.  Usually  he 
has  t<  pav  between  8 and  41/2  per  cent,  interest.  Various  issues  of  mort- 
gage )onds  bear  an  interest  of  3,  SVa  or  4 per  cent.  .Alore  than  two- 
thirds  of  them  are  of  the  3%  per  cent,  type,  as  is  indicatini  by  the  state- 
ment of  the  outstanding  mortgage  bonds  of  the  Prussian  Landschaften 
for  tl  e year  1908-1009.  The  outstanding  mortgages  in  that  year  bearing 
inter*  rt’ at  3 per  cent,  were  510,800,000  marks,  those  bearing  interest  at 
8%  p n-  cent.,  2.221, TOO.iXK)  marks,  and  those  bearing  interest  at  4 per 
cent..  .828,300,000  marks.  The  percentage  of  amortization  usually  varies 
from  to  % per  cent.,  dependent,  of  c-ourse,  upon  the  length  of  the  loan. 

LANDESKREDITKASSEN  (LAND  CREDIT  BANKS) 

111  the  Westera  part  of  Prussia  and  in  other  states  of  Germany  there 
are  n ) I^andschaften.  These  sections  have  developed  another  type  of  in- 
stitution  which  serv'e  the  same  purpose.  Their  business  transactions  are 
iu  th?  main  similar  to  those  of  the  Landschaften.  They  lend  to  the 
lando  ivnere  against  mortgages  and  also  obtain  the  necessary  funds  by 
issuii  g mortgage  bonds.  These  institutions,  the  so-called  “ Landeskredit- 
kassin,”  differ,  however,  fi*om  the  Landschaften  essentially  as  to  their 

oi'gai  ization, 

Orpa  lization 

T le  Landeskretlitkassen  are  public  institutions.  They  are  conducted 
t>y  tl  e gov’ernment  of  the  respective  states,  or  by  the  provinces.  They 
serv’t  the  landowner  in  the  first  place,  but  do  other  business  besides. 
They  bring  some  revenue  to  the  state  or  whatever  public  body  may  own 
them  Consequently  the  Tjandeskreditkassen  are  not  so  favorable  to  the 
land'  wner  as  the  Landschaften. 

q'  le  administrative  body  of  the  Landeskreditkassen  c*onsists  of  public 
offic:  als.  The  borrowing  landowners  have  no  direct  influence  with  the 
adm’ nistration.  They  are,  however,  in  a position  to  affect  the  admin- 
istraflon  direc-tly,  for  the  representative  assemblies  have  control  of  the 
lyam  eskreditkassen. 

Bu»i  le-HS  TranmctionH 


The  Landeskreditkassen  are  usually  allowed  to  make  loans  only 
with  n the  district  for  which  they  are  founded.  They  do  not  lend  money 
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solely  to  farmers,  but  also  on  city  properties  and  to  public  c-orporatioiis. 
Furthermore,  several  Landeskreditkassen  do  some  banking  business  be- 
yond lending  on  real  estate.  In  former  times  they  had  one  advantage 
over  the  Landschaften  inasmuch  as  they  lent  money  to  small  farmers, 
while  the  laiudschaften  did  business  solely  or  mainly  with  the  gieat 
landowners.  To-day  the  Landschaften  have  changed  their  policy  and 
gi-ant  loans  to  the  small  farmers  as  well.  The  Landeskreditkassen  still 
outstrip  them  iu  this  line  of  business,  but  the  real  cause  is  not  an  un- 
willingness on  the  part  of  the  Landschaften  to  give  small  credits.  These 
small  loans  are  fewer  with  them,  becnuse  in  the  district  iu  which  the 
Laiidschafteu  transacts  business  the  big  landowners  predominate,  while 
iu  the  western  part  of  Prussia  and  in  the  other  states  of  Germany ; i.  e., 
in  the  territory  of  the  Landeskreditkassen,  the  land  is  divided  into  small 
units.  At  the  end  of  ltK)8  the  Landeskreditkassen  had  outstanding  loans 
in  the  amount  of  1,775, 000,000  marks. 

HYPOTHEKENBANKEN  (MORTGAGE  BANKS) 

There  is  still  another  set  of  institutions  which  furnish  credit  on 
real  estate,  the  so-called  “ Hj-pothekenbanken.”  These  also  lend  on 
proi)erty  and  issue  mortgage  bonds  to  secure  the  necessary  funds.  Thej , 
however,  differ  entirely  from  the  institutions  described  above,  inasmuch 
as  the  mortgage  banks  are  purely  private  business  enterprises,  with  the 
main  puriwse  of  making  profit. 

For  the  sake  of  safety  the  government  has  enacted  general  laws  iu 
order  to  regulate  their  business.  These  mortgage  banks  have  to  apply 
for  a charter,  while  other  c*oii>oratious  of  limited  liability  are  not  com- 
pelleil  to  do  so.  Having  obtained  the  charter,  the  mortgage  banks  are 
subjected  to  a careful  supervision  by  government  officials,  w'ho  see  that 
the  banks  comply  with  all  legal  provisions.  Otherwise,  the  government 

officials  do  not  interfere  with  their  business. 

The  mortgage  banks  are  permitted  to  issue  ten  times  to  fifteen  times 
the  amount  of  their  paid-in  capital.  They  are  forbidden  to  pay  higher 
interest  on  the  bonds  than  they  receive  for  their  outstanding  loans 
against  which  the  bonds  are  Issued.  They  are  further  forbidden  to  grant 
loans  exceeding  60  per  cent,  of  the  value  of  the  proiierty  pledged.  The 
governments  of  the  several  sovereign  states  of  Germany  may,  how'ever, 
allow  the  mortgage  banks  to  lend  on  rural  property  on  the  borders  of 
the  respective  states  up  to  two-thirds  of  the  value.  Otherwise  the  busi- 
ness of  the  single  mortgage  bank  is  not  limited  to  any  particular  section. 

These  mortgage  banks  play  an  important  part  in  the  credit  system  of 
Germany.  In  the  total  amount  of  their  business  transactions  they  have 
exceedetl  the  business  of  the  Landschaften  and  the  Landeskreditkassen 
combined,  but  the  great  bulk  of  their  loans  is  granted  on  city  property. 
In  rural  districts  the  mortgage  banks  cannot  successfully  compete  with 
the  co-operative  institutions.  The  mortgage  banks  of  Germany  granted 
9.,504,000,0fl0  marks  in  loans  on  mortgages  at  the  end  of  1908.  Of  this 
total  amount  only  591.000,000  marks  were  loaned  on  rural  property.  The 
outstanding  bonds  of  the  mortgage  banks  aggregated  to  9,2.38,000.000 
marks,  and  their  capital  stock  plus  reseiwes  to  1,093,000,000  marks.  The 
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l>an  is  were  able  to  pay  an  average  dividend  to  their  stockholders  of  7 
to  i per  cent. 

CREDIT  FONGIER  DE  FRANCE 

The  CrMit  Fonder  is  essentially  a mortgage  bank,  similar  to  the 
(iei  man  mortgage  banks.  The  French  institution,  however,  is  a central 
bark.  The  government,  therefore,  takes  a greater  interest  in  the  cou- 
duc  t of  its  business  and  also  appoints  some  of  its  ofiEicials.  The  Credit 
Folder  was  founded  in  1852.  In  1856  began  the  movement  for  cen- 
tra ization  and  the  bank  secured  control  over  the  few  other  mortgage 
bai  ks  then  in  existence.  To-day  it  has  not  only  a practical  but  a legal 

mo!  lopoly. 

Its  method  of  conducting  business  is  patterned  in  the  main  after  the 
Gel  man  Landschaften.  but  the  Credit  Fonder  is  a private  corporation 
ope  'ating  for  profit.  Its  profits  are,  however,  limited,  for  the  interest 
pai  1 by  the  borrowers  must  not  exceed  the  interest  which  the  institution 
ha?  to  pay  on  its  outstanding  bonds  by  more  than  si.x-teuths  of  1 per 
cen ;.  It  may  grant  loans  up  to  one-half  of  the  value  of  the  property 
pie  Iged.  Besides  loans  on  real  estate,  the  CrMit  Fonder  is  allowed  to 
lend  money  to  public  corporations,  which  is  not  secured  by  mortgage. 
Th(  outstanding  bonds  of  the  institution  are  not  permitted  to  exceed 
twt  nty  times  the  amount  of  Its  capital  stock. 

The  development  of  the  Credit  Fonder  is  very  similar  to  that  of  the 
Gei  man  mortgage  banks.  Its  business  is  also  condudeil  mostly  in  urban 
dis  nets.  Of  all  its  loans,  aggregating  6,126,900,000  francs,  only  1,278,- 
500  000  francs  is  based  on  rural  property.  Thus  the  German  farmer  is 
bet  er  able  to  obtain  money  on  mortgages  than  the  Frtmch  farmer. 

CO-OPERATIVE  CREDIT  ASSOCIATIONS 

rhe  Co-operative  Credit  Associations  serve  the  purpose  of  granting 
shert-time  loans  to  farmers  on  personal  guaranty.  I'hese  assodations 
haie  their  origin  in  Germany.  The  movement  in  other  countries  has 
followed  the  German  development,  and  the  German  organization  is  still 
far  ahead  in  efficiency  and  in  the  amount  of  business  transactions.  The 
Fr«  nch  system  is  called  the  “ Credit  Agricole  Mutuel " and  has  largely 
adc  pted  the  German  principles.  The  German  Co-operative  Credit  Asso- 
cia  ions  are  to-day  the  actual  bankers  for  rural  districts.  They  have 
acc  )mplished  very  much  in  freeing  the  small  farmer  from  the  exploita- 
tio]  1 by  the  money  lender,  and  in  raising  the  efficiency  of  the  farmer  by 
fur  lishing  funds  for  improvements  and  for  employing  better  methods  of 
cul  ivation.  The  Co-operative  Credit  Associations  are  based  on  the  prin- 
dp  e of  strengthening  the  credit  of  a given  number  of  individuals  by 
unicing  them  into  one  association  and  giving  the  “jointly  and  severally” 
quf  lity  to  their  paper.  Such  an  association  is  able,  supported  by  the 
COE  ibined  credit  of  its  members,  to  secure  outside  capital.  It  is  further 
in  i position  to  serve  as  an  intermediary  between  the  members  them- 
sel'  es.  To-day  the  rural  Co-operative  Associations  of  Germany  are  able  to 
(Oil  luct  their  business  almost  without  deposits  from  outsiders.  The  as- 
soc ations  have  of  their  own  working  funds  about  1,<500.000,(X)0  marks 
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and  deposits  from  their  members  of  1,400,000.000  marks.  The  great  bulk 
of  these  rural  Cretlit  Associations  belong  to  the  so-called  “ Raiffeisen 
system  named  after  its  founder.  There  are  also  other  associations  be- 
longing to  a diffei’ent  system  called  the  “ Schulze-Delitzsch  ” system 
after  its  founder.  These  Schulze-Delitzsch  associations  consist  mostly 
of  city  people — small  business  men.  Only  about  one-fifth  of  the  members 
are  farmers,  while  in  the  Raiffeisen  associations  nearly  all  members 
are  farmers.  The  two  system  differ  very  decidedly  in  the  underlying 
principles.  While  the  original  Schulze-Delitzsch  assodations  were  baseil 
on  the  unlimited  liability  of  the  members,  there  is  now  a tendency  to  a 
limited  liability.  The  main  difference  between  the  systems  lies  in  the 
standing  they  take  toward  state-help.  The  Schulze-Delitzsc-h  assoc-ia- 
tlons  lefuse  al>solutely  any  interference  or  any  aid  of  the  government, 
their  main  principle  being  self-reliance.  Their  administration  is  more 
businesslike,  they  pay  for  the  services  of  the  governing  officers.  They 
can  do  so.  Ijecause  they  are  of  a greater  size.  The  main  purpose  of  the.<e 
associations  is  to  serve  their  members,  to  whom  the  profits  are  pai<l 
acc*ording  to  their  shares.  The  associations  are  not  dependent  on  each 
other.  They  are  united  in  a general  association,  however,  but  this 
general  association  has  no  iwwer  over  individual  associations.  It  serves 
the  purpi>se  of  furnishing  expert  advice,  and  of  conducting  an  audit  of 
the  books  of  the  individual  associations.  Notwithstanding  this  connec- 


tion betweeu  the  associations  and  the  general  association,  the  Schulze- 
D litzsch  system  remains  in  fact  a decentralized  system. 

The  Raiffaisen  system  rests  on  smaller  units  and  these  units  are 
closely  interrelated.  They  are  dependent  on  district  associations,  and 
the  district  associations  again  are  dependent  on  a central  association. 
The  Raiffeisen  ^stem  is  decidedly  a centralized  sj^stem.  The  single 
associations  are  usually  very  small.  They  embrace  mostly  the  territory 
of  one  or  two  villages.  The  officers  act  gratuitously.  The  shares  of 
the  members  are  small,  and  eventual  profits  are  not  usually  divided 
among  them,  but  added  to  guaranty  and  working  funds.  The  liability  of 
the  members  is  in  every  case  unlimited.  The  Raiffeisen  associations  are 
not  solely  oredit  associations.  They  also  transact  business  of  other 
kinds.  Nealy  all  associations  buy,  for  instance,  such  supplies  as  fertil- 
izers, coal,  seed,  etc,,  centrally  for  all  their  membei^.  Some  of  the  asso- 
ciations even  sell  the  products  of  their  members.  The  Raiffeisen  asso- 
csiations  demand  that  the  self-help,  when  necessary,  should  be  sup- 
ported by  the  aid  of  the  government.  And,  what  is  more,  they  receive 
such  governmental  aid  to  a considerable  extent. 

All  German  Co-operative  Credit  Associations  are  prohibited  by  law 
from  granting  loans  to  other  than  members.  A member  who  applies  for 
a loan  has  to  furnish  the  guaranty  'of  at  least  two  other  members  in 
good  standing,  or  he  has  to  give  security.  As  to  the  period  of  the  loan, 
the  'Schulze-Delitzsch  associations  and  the  Raiffeisen  associations  again 
differ.  The  former  grant  mostly  loans  only  for  a few  months ; the  latter 
for  longer  periods  up  to  a few  years.  The  reason  is  probably  that  the 
farmers  obtain  such  loans  on  personal  guaranty  and  use  them  for  im- 
provements of  their  property.  Doans  for  such  purposes  ought  to  be  ob- 
tained in  another  way;  i,  e.,  from  the  Landschaften  or  the  Landeskredit- 
kassen.  Such  improvements  require  by  their  nature  long-time  loans. 
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’ Vhile  the  Raiffeisen  system,  taken  as  a whole,  has  proved  itself  a 
suc(  ess  there  have  at  times  been  grave  losses  caused  partly  by  granting 
of  i uproper  credits,  and  partly  because  loans  have  bei-n  made  on  com- 
mer  'ial  transactions.  The  Schulz^Delitzsch  system  is  opposed  to  this 
poli  -y.  It  requires  that  associations  for  conducting  commercial  trans- 
acti  >ns  shall  be  separated  from  the  credit  associations.  The  history  in 
the  Raiffeisen  system  has  shown  that  such  a policy  is  preferable  to  a 
con  binatlon  of  commercial  and  credit  transactions  in  one  association.  ^ 

' ''he  German  Co-operative  Associations  were  brought  under  unifoim 
regi  nations  throughout  the  Empire  in  1889.  At  that  time  there  were  only 
bet’  .-een  3,000  and  4,000  co-operative  associations ; twenty  years  later,  m 
190!  • there  were  28,700  associations.  Eighty  per  cent,  of  them  are  rural 
ass<  ciations  on  the  Raiffeisen  system  or  a system  very  similar  to  it. 
Thij  other  system— the  so-called  “Offenbacher”  system— is  only  a 
bra  ich  of  the  original  Raiffeisen  system,  and  to-day  the  associations  of 
botli  kinds  are  united  into  one  organization,  the  “ Reichsverband  dei 
Deitschen  Landwirtschaftlichen  Genossenschaften  ” (Organization  of 
the  Rural  Co-operative  Associations  of  the  Empire).  To  this  organi- 
zation belong  two  central  associations,  the  » Landwirtschaftliche  Zen- 
tral ierlehnskasse  fuer  Deutschland”  and  the  “Landwirtschaftliche 
Rei -hsgenossenschaftsbank  ” (Rural  Central  Bank  for  Germany  and 
the  Bank  for  Rural  Co-operative  Associations  of  the  Empire  1.  De- 
pen lent  on  these  central  associations  are  several  district  associations, 
and  dependent  on  each  of  the  district  associations  is  a great  number 
of  the  single  associations,  which  represent  the  smallest  unit  in  the 
sys  em.  The  district  associations  serve  the  purpose  of  distributing  the 
funis  among  the  single  associations  as  the  need  arises.  They  utilize 
fun  is,  which  are  idle  in  some  associations,  by  directing  them  to  other 
ass  . ciations  as  needed.  The  two  central  associations  provide  for  a 
pro  ler  distribution  of  funds  among  the  district  associations.  The  cen- 
tra associations  have  the  further  task  of  borrowing  funds  from  outside 
sou  -ces  commercial  banks  or  in  the  open  money  market.  This  is  neces- 
sar  r b^ause  the  demand  and  supply  of  money  in  the  agricultural  circles 
is  'ery  irregular.  At  times  the  demand  throughout  the  agricultural 
sec  ions  Is  so  great  that  their  own  means  do  not  suffice.  At  other  times 
the  supplv  is  so  ample  that  the  money  cannot  be  utilized  in  the  agricul- 
tiiril  associations  and  is  placed  on  deposit  with  banking  Institutions. 
There  thus  arises  the  need  of  a connection  with  the  general  money 
ma  ket.  The  two  central  associations  are  able  to  cope  with  this  sitiia- 
tioi  only  to  a limited  extent,  because  the  securities  th(?y  can  furnish  do 
not  conform  to  the  requirements  of  commercial  banks  or  the  open  money 
ma  -ket  For  this  reason  there  has  been  created  an  institution  which 
con  aects  the  svstem  of  Co-operative  Credit  Associations  with  the  money 
ma-ket.  This  institution,  the  “ Preussische  Centralgenossenschaft- 
ska  sse  ” is  a state  bank.  Its  funds  are  largely  invested  in  government 

L holds,  which  are  used  as  collateral  to  borrow  money  in  the  open  market. 

l''h  IS  a well  developed  money  market  is  conditional  upon  the  ultimate 
sue  ’ess  of  a system  of  rural  credit  associations,  and  a money  market 
car  not  be  developed  without  the  aid  of  a powerful  central  institution  for 
the  issue  of  currenev.  In  this  way  the  establishment  of  a rural  credit 


